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The Mexican Congress is preparing for a showdown with President Vicente Fox because of the
administration's decision to proceed with a controversial program allowing private companies
to participate in natural-gas projects sponsored by the state-run oil company PEMEX. Under
the program, PEMEX opened bids to private companies to compete for 20-year multiple-service
contracts (Contratos de Servicios Multiples, CSMs), to conduct natural-gas exploration and
extraction activities in the Burgos basin in northeastern Mexico.
PEMEX unveiled the program in February of this year, but did not immediately open bids (see
SourceMex, 2003-02-19). This changed on July 17, when PEMEX officially called for the first bids
from private companies to seek and extract gas in the northeast of the country under multipleservice contracts.
The details of the plan announced by PEMEX subsidiary Pemex Exploracion y Produccion would
divide the Burgos basin into seven areas of about 13,300 square kilometers known as blocks. Four of
those blocks Ricos, Reynosa-Monterrey, Mision, and Corindon-Pandura were the first opened for
bids. PEMEX will seek bids on three other blocks at the end of July or beginning of August. This first
phase of the project will require an initial investment of US$8 billion.
PEMEX developed the CSMs to help compensate for the state-run oil company's deficient extraction
capacity, which had forced the Mexican government to import natural gas to meet a surge in
domestic demand.
The state-run oil company has been forced to significantly boost imports of natural gas in recent
months to compensate for its low capacity. PEMEX's imports of natural gas in May of this year set
a record for any month, averaging 873 million cubic feet of natural gas per day. Imports that month
were up 50% from April and 43% from May of 2003.
Officials at the state-run oil company believe the CSMs could double natural-gas production at
the Burgos Basin to about 2 billion cubic feet per day by 2006, which could help meet the country's
growing demand.
The Secretaria de Energia (SENER) projects demand to increase by an average of 10.2% annually
through 2011. The strongest demand is expected from the electric power sector, where gas demand
growth is projected to average 10.5% a year through 2011. PEMEX is not only increasing volume, but
also paying high prices for the natural-gas imports.
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In the first half of this year, PEMEX spent about US$2.59 billion in imports of hydrocarbons,
including natural gas, compared with US$1.283 billion in the first half of 2002. The high cost of
imports has been passed on to a disgruntled public. "We pay prices that are on par with those in
Texas," said Cesar Conde, president of the chemical-industry council at the Camara Nacional de
la Industria de Transformacion (CANACINTRA). "Yet, our competition is with markets in South
America and Asia, where gas prices are lower than those here in Mexico."

PRI, PRD expected to challenge contracts
Both the former governing Partido Revolucionario Institucional (PRI) and the center-left Partido
de la Revolucion Democratica (PRD) oppose the CSMs and are plotting strategies to stop the Fox
administration from using the contracts. Leading the criticisms within the PRI are Sens. Oscar
Canton Zetina and Manuel Bartlett Diaz.
In a statement in mid-July, Canton criticized Fox for proceeding with the contracts even though
Congress has repeatedly warned him that they are illegal. "On repeated occasions, several
legislators and specialists have warned the president against entering into the contracts because
they are violation of the Mexican Constitution," said Canton.
Canton presented several options to stop the use of the contracts, including the possibility of filing
a constitutional challenge. Another plan would be to pursue legal action against the officials who
support the CSMs. Bartlett, for his part, raised the possibility of conducting a political trial against
PEMEX director Raul Munoz Leos for proceeding with the contracts in violation of the Constitution.
"We will find a way to demand responsibility from the PEMEX director," said Bartlett.
PRD members have been less vocal about the CSMs, but oppose any measures that would give any
control of the energy sector to private parties. "We are not opposed to private investment. "The fact
is we have the resources to develop these sectors on our own," said Pablo Gomez, who was recently
elected as leader of the PRD delegation in the lower house for 2003-2006. "All the transnational
companies are doing is repatriating their profits without really caring about the development of our
country."
This sentiment was echoed by Francisco Garicochea, a representative of the petroleum engineers
organization Constitucion de 1917. "PEMEX has the obligation under the Constitution to conduct
exploration and production with its own resources," said Garicochea. "If PEMEX lacks the funds, it
has the obligation to make an effort raise the money needed for these activities."
But PEMEX officials and PAN legislators said the protests from the PRI and PRD are not justified
because the CSMs do not violate the Mexican Constitution. "These projects are legal and do not
need approval from the Chamber of Deputies or the Senate," said Sergio Guasco, director of
PEMEX's CSM program.
Some critics oppose the program because multinational energy companies stand to benefit from
Mexico's energy resources, which are considered the sole patrimony of Mexicans. But others counter
that many domestic subcontractors will benefit from the increased exploration and extraction
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activities. According to the Mexico City daily newspaper Reforma, a consortium of 70 companies in
northeastern Mexico expects to obtain contracts totaling US$4 billion.
Economy Secretary Fernando Canales Clariond believes the controversy over private participation
in the energy sector will continue as long as there are varied interpretations of the Constitution.
In the long run, he said, Congress will have to clarify the matter via a constitutional reform. "I
believe the long-term solution is a legal reform that allows private parties to complement PEMEX
in areas of exploration, commercialization, extraction, refining, and distribution of natural gas,"
said Canales. (Sources: Dow Jones newswires, 06/25/03, 07/17/03, 07/18/03; El Universal, 06/09/03,
07/11/03, 07/17/03; Milenio Diario, 07/18/03; La Jornada, 04/30/03, 05/09/03, 05/21/03, 05/28/03,
05/29/03, 07/18/03, 07/21/03; Reforma, 06/19/03, 07/15/03, 07/18/03, 07/21/03; La Cronica de Hoy,
07/14/03, 07/18/03, 07/22/03; El Sol de Mexico, 07/17/03, 07/21/03, 07/22/03; El Financiero, 07/22/03)
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